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Executive Summary ;&

MILLENNIUM

CHALLENGE CORPORATION

(in $ millions) FY2009 FY2010 FY2011

Appropriated Enacted Request
Compacts 698 915 1,071
Threshold 43 -- --
Due Diligence/Compact Development (609g) 36 90 102
Administrative Expenses 93 95 102
Inspector General/Audits 5 5 5
Total appropriations/request 875 1,105 1,280

By providing grants to countries implementing good economic, politeadl social
policies, the Millennium Challenge Corporation (MCCorks to fight poverty by
removng barriers to economic growth. MC C 6partner countries are currently
developing program proposals that will provide more wadbetter sanitationreliable
power, improved roads; help fight corruption while increasing government revenues; and
improve accest® marketdor millions of impoverished people in these countries.

The President has requested $1.28 billion from Congress to fund the agency in Fiscal
Year 2011. This figure represents a slight increase in funding for MCC from the amount
provided by @ngress in FY 2010.

Since its creation in 2004, MCC has pursued a cotetryand result$ocused approach

to development assistance through fgar compacts designed to maximize sustainable
poverty reduction by fostering economic growth. MCC coordinates with other U.S.
Government and international donors to avoid costly duplication, and considers the role
of gender and the impact on the environment as integral components of compact
programs.

MCC ha launched20 com
pacts and 21 threshold | The Millennium Challenge Corporation is an
agreements, committing
nearly $7.5billion to world
wide  poverty  reduction global poverty -
through - resultglriven  pro President Barack H. Obama
grams built on measureable
and transpant objectives.
MCC development programs have trained more than 102,000 farmers to boost
productivity and food security, and have supported the ongoing construction of more than
1,200 kilometers of roads to facilitate access to markets, schools, ariddtieas.

essential partner as we work to combat

November 6, 2009




In FY2010, MCC hassigred acompact withMoldova, and will sign compacts with
Jordan andPhilippines. Additionally, the agencis workingwith Malawi, Indonesia,

and Zambia to develop compact proposaténd anticipates signing compacts with these
partners, as well as a second compact ®@abe Verde in FY2011. These investments
will achievetheir full potentialif Congress authorizes MCC to enter into compacts
concurrentlyandallows the agencio fundsome projects that last longer than five years.

In determining eligibilityfor MCC funds, the agenoy v al uat es a countryos
on 17 independent and transparent policy indicat@sce a country is eligible, theye

principally responsible foidentifying and prioritizing their own barriers to poverty

reduction and economic growtind conductingextensive public consultation. Such
engagement bolsters democratic practices and transpaaadcgllows the country to

take ownership of its develomnt progress Placing countries in charge of their
developmerd country ownership can be difficultat timesdue tocapacity constraints,

butis the best way to achieve sustainable results.

The MCC approach requires committing letegm funding upfront,n contrast to other

aid programs that spend their appropriated funds each year. This flexibility provided by
Congress allows predictability of aid, better planning and budgeting by partner countries,
and the ability to fund the loAgerm projectsessential for sustained progress on
development priorities such as food securitilthough the policy of wfront funding

lowers costs and increases credibility, this approach also makes it appear that MCC has
large, undisbursed balances even though uhed arein fact, already in use to reduce
poverty.

MCC emphasizes results and transparency throughout compact development and
implementation. MCQloes benefitost analysis by developireconomic rate of return

(ERR) estimates for all of the compamrbjects itconsiders fundingind posts ERRfor

funded projectson its website. MCC also works with partner countries to develop

detailed monitoring and evaluation (M&E) plans for compacts, and tracks the progress of
compact programs against defined benarks and outcomes, which algoavailable on

MCC6s weAdddionallg, MCC has begurto post the detailedesults of impact

evaluations ofits programs as wellst arting with Burkina FasoO0:s
evaluation.

Going forward, MCC has conitted to focusing on three overarching priorities:
U Fostering mnovation
U Deeping partnerships with the privegector and other donors, and
U Delivering resultsvith impact



Summary of Program Results at a Glance
(as of September 30, 2009)

MCCO6 snvestments are designed to reduce poverty or improve policies

NN

$7.1billion of compactfundscommitted tdighting poverty

70 percentof MCC compact funds support investments in Africa

22 percentof MCC compact funds investlin agriculture

38 percentof MCC compact funds investlin transportation

25 percentof MCC compact funds investlin health, education, watandsanitation, energyand
enterprisedevelopment

$470 million in threshold progranssipportingpolicy improvements

More than half bBMCC threshold program funding supports activitiegight corruption

36 partner countries worldwide (compacts and threshold programs)

MCC partnerships are reducing poverty through growth

A

A
A
A

45 million people expected to benefit from MCC programs

$9 billion increase in income for beneficiaries expected over the life of current MCC investments
$1.4billion in cumulative programelated disbursements

$2.2billion in cumulative contract commitmerfta compacts

Training farmers increases productivity, income-making potential, and food security

A
A
A
A

102000farmers trained

1,500agribusinesses assisted watkvelopingtheir business plans
15500hectares of land underoduction through MCC support
$38 million made in agricultural and rural loans

$133 million contracted for irrigation system construction

Roads allow citizens to reach markets, schools, and health centers, saving money and time

A
A
A

1,200 kilometers of roadsnder construction
4,200kilometers of roads being designed
80kilometers constructed and being used

Secure property tenure promotes access to credit, investment, and market opportunities

> >

122,90 stakeholders reached and informed about the value of secure land tenure

14,3® personnel trained in land registration, surveying, land use plarandgonflict resolution
1,069000rural hectares mapped

49,680 rural hectares of land formalized

2,450urban parcels formalized

Investing in health & education fosters a skilled workforce

> >

> > >

65 schools renovated or under renovation in Ghana, with hundreds more to be built

4 0 0 -féeapdlybclassrooms in Burkina Faso, where nearly 16,700 stu¢iesfisgirls) learn

5 million children vaccinated for measles and DPT3 in Indonesia

139 primary health centesse targeted to benovated in Lesotho

2,000 isolated tmesbenefitting from the first 115k of rural electrification lines constructed
and the first 45@olar panel systems installed in El Salva@asr of December 31, 2009)

1,000 scholarships for the 2010 school year awarded in El Salvador






Compact Programs in Development

x

MILLI-ZNI\)IIUM
Request FY2009 FY2010 FY2011
(in $ millions) Appropriated Enacted Request
Total MCC 875 1,105 1,280
Compact Program 698 915 1,071

MCC has a strong pipeline of six eligible partner countriéh anticipated compacts
FY2010 andFY2011. The compact development process is well advancéddrdan,
Malawi, andPhilippines, where project designs will be completed in FY20Tbmpact
signing for thePhilippinescompactis expected irearly/mid 2010and the other two in
late calendar yea2010.

MCC is expecting to receive project proposatsrf Zambia in February 201&nd from

Indonesiain April, andsigncompacts iFY2011. 1 n

December

20009,

Directors selectecCape Verdeas eligiblefor a second compact, also to be funded in

FY2011.

Table 1 - Compact Country Pipeline (in $ millions)

Country Partner

Signed with
FY2009 funds

FY2010
estimated

FY2011
requested

Senegal

540

Moldova *

262

Philippines

435

Jordan

275

Malawi **

200

100

Zambia***

350

Indonesia ****

521

Cape Verde **+**

100

* Moldova was signed in January 2010 using funds provided by Congress primarily in FY2009.
** Malawi is expected to be signed in early FY2011 using funds provided by Congress in
FY2010 and FY2011 with total compact funding in the range of $250-300 million, depending

on

feasibility

studi es

and MCCo6s

final

***  Zambia compact funding is expected to be in the range of $300-350 million.

**xx - Budget request assumes concurrent compact authority that would allow MCC to split
compact funding for Indonesia over two years; total funding is expected to be in the range of
$700-800 million.

**xkx Plegse see page 51 for a discussion of second compact eligibility.

apprai sal

MCCO



These countries represent real opportunities to provide tangible assistance for poverty
reduction through economic growth in Africa, Asia, and the Middle East. They include

some of the most populo@smdonesiaandPhilippines), poorest KMalawi andZambia),
and lower middle income countries with signific@oipulations living irpoverty that the
MCC compact will targetJordan, Philippines, Indonesig andCape Verde.

Table 2 - Profile of Current Compact Eligible Countries

- - Human Adult Infant
] GNI per | Population | Population ) ; ;
Country | Population | “40 b <$2/day <$2/day Develop- | Literacy | Mortality

(millions) US$ rcent illion ment (% ages 15 | (per 1,000 live

=) (BElE i) Index & above) births)

Cape

Verde 0.5 3,130 40 0.2 121 84 24
Indonesia 228.2 2,010 54 122.8 111 92 25
Jordan 5.9 3,310 3 0.2 96 91 21
Malawi 14.3 290 90 12.9 160 72 71
Philippines 90.3 1,890 45 40.7 105 93 23
Zambia 12.6 950 82 10.3 164 71 103
Together thee countriesaccount forover fveper cent of t he wor |l

350 million people) andver severpercent (more than 185 million people) of those
living under $2 a day. They have been selected as MCC partners because their sound
policies provide a solid foundation for grondhd measurable development results.

dods

p



Status of FY2011 Compact Countries

ForFY201 1, t he Pr e s inding levelavsuld reraijeuMCE todudly fuindiits
compact withMalawi andsign compacts wit@ambia, Indonesia, and Cape Verde

By late 2009, bottZzambia andIndonesia had completed aanalysis of key constraints
to growth and poverty reductiomhich will inform the choice of sectors for the future
compacts.

A Z a mb iamafyss identified infrastructure (especially power, roaddport, and
water supply); investment climate (including macroeconomic policies); market
failures and market coordinatioandhuman capital (especially skilled labor).

A | nd o n amalysissuggestdour potential investmerdreas (i) education and
human capital development(i) infrastructure, (i) governance (especially
judicial reform and anticorruption efforts related to the business environment)
and (iv) environmental sustainability (especially strategies for climate change
adaptation and greegrowth).

A Zambia and Indonesia have both commenced public consultations on she
findings Zambia has already solicited and vetted a number of investment
proposals. The respective national teams are expected to submit project concept
papers to MCC ifrebruary 201@&nd April 2010, respectively

A In December 2009, the MCC Board of Directors sele@agde Verdeto be the
first country eligible for a second compadetailed discussionsith the national
government have not yet begun.

In the absence foconcept papers, we have estimated budget requirements for these
compacts based on consideration of several broad factors, including total population,
population living below national poverty lines, absorptive capacity,veitid respect to

Cape Verde, pé&armance in compact implementatiofrinal compact sizes will be based

on the budgeamountavailable, and on the quality and scope of projects submitted.

On that basisMCC requestsp1.071 billion of the totalFY2011 requestfor compacts,
divided betweenfirst compacts foindonesia ¢st. $700-800 million, which would be
funded over two fiscal yearwith enactment of concurrent compact authdriand
Zambia €st.$300-350 million) and a second compact for Cape Verelt.$100 million)
Additiondly, MCC may use some funds for the Malawi compact currently under
development.

Colombig which figraduatedo to Upper Middle I nco
a compact candidate country for Board consideration Bxeitcember 2008neeting

However with the new legislative authoritiy) C C @sardof Directorsmay consider

Colombia later in 2010.



Projected Compact size, Compact Development Process,
and Areas of Potential Assistance

Zambia

There is positive correlation in past compabetweencompact size and poverty
incidence(in Figure 1) thatsuppors MCCO0 s 0 v efrraedcing poversy shiowgim
economic growth Based on poverty incidence, MCC believes a substantial pragram
the range of $30@350 millionwith Zambig where82 percent of its population living on
less than $per day is appropriate

Over 80percentof Zambi abds popul ation Imorethands, | es s
percent of the adult population argV/AIDS positive, which has a devastating impact

on poductivity and the livelihoods of affected familiedn the past two years, the
Government of the Republic of Zambia has generally improved its performance on
democracy, social investments and economic freedom indicators, providing a foundation

for further growth and poverty reduction.

Selected as threshold country iFY2006, Zambia completed its program in February
2009 which focused primarily on tleentrol of corruption indicator. Zambia passed the
control of corruption indicator for the first the on its FY2009 scorecard, and was
selected as compact eligible by the board in DeceribéB8. For FY2010, Zambia
passed all indicators except for primary school experefitand was reselected as an
eligible country.

Over the past year, MCC hastrawklet o Zambi a on sever al occasi
guidance with the country team, as well as governmental officials, opposition leaders,
parliamentarians, business leaders, and civil society. Zambia submitted a study on the
constraints to economic growih late 2009that identified the primary constraints to

growth as: infrastructure especially power, road transpoaind water supply; investment

climate including macroeconomic policies; market failures and market coordination; and

human capitalespeally lack of skilled labor. As a result of the findings dhis study,

the Zambiancountryteam isfocused ordeveloping compact proposals dohieve more

inclusive and broathasedyrowththat isless reliant on copper production

Zambia commenced publiconsultations on the findings of these analyses thraugh
series of sectefocused meetings that included representatives fridma government,
private sectgr and civil society. Following these consultations, the country team
solicited and vetted a numbef investment proposals through a pulgiivate technical
committee. These proposals currently focus on



A increasing hydropower generation including rural electrification;

A strengthening skilled labor through improvements in primary, secondary,
tertiary, and vocationadducation

A supporting wildlife conservation througiourism infrastructureand capacity
building;

A improving key transport routes though reinforcing and exjpaneadsand

A improvingwater and sanitatiosupply in urban areas

MCC exects thatZambia will submit project concept paperns February 2010for
projects that address subset okey constraints to growthTo enhance the impact of
MCCO0 s a sasd tednsune the sustainability of these investments, the country team
intends to leverage MCC funding through pugiivate sector partnerships (PPPs) to the
maximum extent possibleDuring the project appraisal phase, MCC will emphasize not
only thetechnical and environmental feasibility, alsothe institutional capacity of the
implementing organizations and the likelihood of making necessary policy reforms
reinforce sustainability This appraisal phase&ill be conductedduring the first halfof
calendar year 2011, with the anticipation that MCC will sign a compact with Zambia in
late FY2011

Indonesia

There isalsoa relatively strong correlation betweeompact size and total population
across past compacts, with the four most populous countries also getting the largest total
investment i Figure 2.

As the fourth most popaus country in the world, with more than 100 million people
living on less than $2 per day, an ¢meksian compactamount farin excess of probable
funding levelscould bejustified. A total compact in the range of780-800 million,
which would be funded over two fiscal yeassth enactment of concurrent compact
authority would permit MCC to have an impact in a defil geographic area,
presumably with relatively higher poverty incidence.

MCC has been working in Indonesia sir@@06 helping to improve governance, fight
corruption and enhance public health throutjie MCCthreshold program.Indonesia
became compa eligible in December 2008, and MCC has been working with the
government over the past yaardevelop dive year developmerrogram that will bring
large additionatesources to the effort fght poverty through economic growth.

I n | i ne wvorg grinciMediChdoss country ownershjphe decision about how
these funds will be used is ultimately up to thdonesiargovernmentwith input from

civil society and the private sector. MCC has helped the government establisé a cor
team to identify the critical constraints to economic growth and poverty reduction, to lead
the public consultation process for developing proposals, and to undertake the initial
technical and design work for project concept notes. This team has aovarsaealysis

that identified four constraints to economic growth and poverty reduction in Indonesia:



weaknesses in governance and institutions,
infrastructure,

education, and

environmental sustainability.

v > > >

Based on these findings, the governmestblished a mulagency steering committee

with strong representation from civil society and the private sector to oversee the
compact development process. The steering committee has drafted a document to guide
the public consultation process, has tifesd an NGO umbrella group to implement
consultations in different parts of the country, and has established a timeline and work
schedule for the consultative process. It also has established rules for submitting,
reviewing, and selecting proposals, rjowith a timeline. Preparations for public
consultations are underway and are expected to begin in late January 2010, and project
concept papers are anticipated to be submitted by the end of Fekpadry

While Indonesia is still in the earlgtagesof developing its compact, the constraints

analysis has helped guide the process of identifying specific proposaks.analysis

pointed to the urgent need for bureaucratic reform. Weak and ineffective public
institutions encourage a climate of corruptionpublic office and a culture within the

bureaucracy of seeking personal income from official interactions with the private. sector

This burden, l ong referred to in Indonesi a
i mpedi ment to pr i vthreéskold program $egandaonatdress a pba@ 60 s

this problem inside the Indonesian judiciary, and the government has indicated a possible
interest in continuing governance reforms under the MCC compact program.

The constraints analysis also identifisdequateinfrastructure as a major impediment

to economic growth. Lack of power generation and transmission capacity, bad roads,
underdeveloped ports and shipping, and inadequate public water and irrigation supply are
well known problems in IndonesiaOther possible proposals center arouhdlpng
Indonesia address environmental problems that constrain growth and poverty reduction.
The fourth constraint, education, is being addressed biypdomesianshroughtheir own
resources

Gi ven | nd o nphys and dmenenge epopallatian, initiadications from the
government , civil society and the private s
most effective iffocused on one or two provinces, rather than spread across the entire
country. The challengés to set selection criteria that could be accepted by local
governments and the public.



Ultimately, the decision about how to use MCC funds will be made by Indonesia through
a public consultation process. This careful consultative process will helpeestsong
country ownership and smoother implementation, thereby increasing the likelihood of
successful completion within a five year time horizon.

Figure 1 Compact Size vs Poverty Incidence
(excluding LMICs, Morocco, and Madagascar)
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Update on FY2010 Countries

For FY2010, the appropriated level of $1.1B#lion will enable MCC to sign compacts
with Jordan and Philippines and partially fund a compact witMalawi. MCC is
working with the respective national teams on detaifedsibility studies and
environmental assessments, appraisals, and implementation pogEardhe proposed
investmentscover a wide range of activities designed to stimulate growth and reduce
poverty, as summarized below and detailed in the tdbliesving this section.

In Jordan, MCC will fund three complementary investments in one sedtaused on

increasing access to drinking waténproving waste water collection, treatmeand

reuse for both agriculture and urban consumargl reducing water losses in Zarqa,
Jordandés second |l argest <city. rinddh@iisto f undi n
expand an existing waste water treatment plant as a gublate partnership. Nearly

three in ten households in Zarga consume less than the minimum amount of water
considered essential for personal hygiene and food safety by the Wed#thH
Organization. Due to shortages of piped water, most households receive water only one

or two times per week, and poor families spend a larger share of their scarce income on
water supplied by private tanker trucks and other providers at highes.primegdan is

classified as a lower middle income country by the World Bank and, as such, MCC
assistance to it i's capped, by statut e, at
available for compacts.

In Philippines, the MCC compact will tackle carption and enhance transparency and
accountability byij improving tax collection and strengtheniting investigation ofraud
allegations in the Department of Financed &i) decentralizing resource utilization and
empowering local communities to déwe and implement smaéicale infrastructure
projects that support economic development. Improvements in tax administration should
create additional fiscal resources for health and education expendituoeareas that

have suffered under fiscal austgrineasures. The second project is designed to make
local governments more responsive to community needs, and it will reach some 30
percent of the poorest municipalities (roughly 4,000 villages). A third project will
improve access to markets through tuoad rehabilitation.

In Malawi, MCC will also fund a singksector program, focused on increasing access to
reliable supplies of electricity and addressing policy and institutional reforms required for
attracting future investments in the power seatgrich is a critical constraint to private
sector growth and impedes the quality of life in one of the \opldorest countries.



Millennium Challenge Corporation - Compact Development Pipeline

29-Jan-10
Country/ 1st Year | Threshold . Potential
FY 2008 FY2009 FY2010 FY2011
Eligible (FY) Program (|7 10F Years Compact Size
Jordan (2006) Completed Consdultations Country proposal, MCC assessment Feasibility and design Signing Implementation $275
Malawi (2008) Completed Consultations Ceuniypraposal, MEC Feasibility and design Signing Implementation $250-300m
assessment
Philippines (2008) [Completed Consultations Courtry proposal, MCC Feasibility and design ~ Signing Implementation $435
assessment
< " . Country proposal, MCC - ) o - "
Indonesia (2009) Ongoing Consultations Ml s | Feasibility and design Signing | $700-800m
Zambia (2009) Completed Consultations ~ CoUMtY Proposal MCC ity and design  Signing $300-350m
assessment
Consul- Galmny o e :
Cape Verde fations proposal, MCC Feasibility and design  Signing $75-100m
assessment
Details:
Consultations Country selects team, analyzes constraints to growth and poverty reduction, and initiates broad public consultations, defines projects
Proposal Country prepares concept papers for each proposed investment, MCC conducts initial viability assessment
Feasibility & Design [Country and MCC conduct detailed feasibility and design studies, and environmental and social impact assessments, to determine scope and cost of Compact
Signing Final Compact terms negotiated, Board approval, signing
Implementation Implementation commences

* Indonesia compact would be split across two fiscal years with concurrent compact authority.




Detail of Potential Projects and Beneficiaries

The tables below summarize the status of compact development for FY2011 countries, and update the project detailsmeapestaddi

beneficiaries provided in |l ast yearo6s

cBJ

f o red técNnid 4n@ economicnfeasihility s .

studies and environmental and social impact assessments, utilizing 609(g) funding. Our negotiations with Philippines)didwi have

advanced considerably, resulting in much more focused compact proposals

FY2011 Countries

Malawi
Proposed project & objective Potential benefits & beneficiarie’
Enerlgy Sector Rehabilitation, Expansipn | Benefits:
and Reform e 14-18 percentEconomic Rate of ReturERR).

— : e Expanded access to electric powertncreased opportunities for income generating activities including
Obl?ft“’e Incr?ased access to reliable and agricultural, agreprocessing, and manufacturing; improved communication and connection to markets;
quality power for economic use. reduced reliance on diesel generators and wood fuels. Up to 10,000 households and shhaisinesses are

I?lgﬁggrggasn'/ailability of reliable and quality partnership pilot program has not yet been calculated.

power, increase access to power for un ¢ Reliable and quality energY suppliestncrease network reliability and gality for nearly 1 million people who
served areas and improve management currently have access to electricity, about percent of the population; reduced sales losseand equipment
and service de"very in the power sector replacement Ccosts; Improved business environment.

Beneficiarie_s:
e Periurban and rural households

Manufacturing plants

Farmers engaged in irrigated agriculture
Mining & tourism companies

Social services (schools, clinicetc.)

expected to benefit from network expansion; the number of rural beneficiaries from the-gffid publicprivate

e Social Services:Improved delivery of health and educath services.

Small medium enterpriseand microenterprises in urban and rural areas

* ERRs and beneficiary estimates are preliminary and subject to revision based on final project designs.

10



Zambia

Proposed project & objective

A subset ofthe following proposals:(i)
increasing hydropower generation includin
rural electrification; (ii) strengthening
skilled labor through improvements in
primary, secondary, tertiary, and vocationa
educafion; (iii) supporting wildlife
conservation through tourism )
infrastructure and capacity building; (iv)
improving key transport rotes through
reinforcing and expanding roads; and (v)
improving water and sanitation supply in
urban areas

Project Proposals are expected to be submitted by the partner country in February 2010.

MCC will provide an update to Congress in June 2010, affgoject proposals haveundergone internal and external
peer review, preliminary economic analyses, reviews of technical feasibility, environmental and social risks,
sustainability and government cpacity.

Indonesia

Proposed project & objective

The Indonesia countryteam has overseen
an analysis that identified four constraints
to economic growth and poverty reduction
in Indonesia: (i) weaknesses in governancg
and institutions, (i) infrastructure (ii)
education; and (iv) environmental
sustainabllity.

Based on these findings, the government
has established a multtagency steerin?
committee with strong representation from
civil society and the private sector to
oversee the compact development
process. The steering committee has
Identified an NGO umbrella group to
implement consultations in diffeent parts
of the country, and has established a
timeline and work schedule for the
consultative process.

Project Proposals are expected to be submitted by the partner countryiipril 2010.

MCC will provide an update to Congress in June 2010, affaoject proposals haveundergone internal and external
peer review, including preliminary economic analyses, reviews of technical feasibility, environmental and social risks
sustainability and government capacity.

Cape Verde

Proposed project &bjective

Cape Verde was sele
in December 2009 as compact eligible to
work on a second compact.

Concept papers have not yet been

developed.

Cape Verdewill be requiredto adhere to thesame compact development procedures as first compact countries,
inc clij'dmg an analysis of constraints to growth, public consultationgreparation of project concept papersand technical
studies.

11



FY2010 Countries

Philippines

Proposed project &objective

Potential benefits & beneficiaries

Comprehensive and Integrated Delivery of
Social Services

Objective Increased incomes in rural areas
through smallscale, community driven
development projects. Strengthened
community participation in development and
governance activities at the village and
municipal level. Improved responsiveness of
local government tocommunity needs.

Outputs: Participatory community
development organizations and processes
working effectively with local government to
prioritize and implement investment projects;
small-scale infrastructure and other public
goods in more than 4,000 villages.

Benefits:

o Approxmately 13 percent Economic Rate of ReturERR).

e Empowerment of communities:Project provides participatory identificatiolf constraints to development, and
partlci,lpat%)ry planning, implementation, and management of local development activities designed to address thq
constraints.

¢ Improvements to local governanceTheproject embeds community participation, transparency, drsocial
accountability within project activities to encourage local governmental and rgavernmental institutions to
become more socially inclusive, accountabland responsive.

¢ Poverty reduction through grants for community investmen®roject grant resurces are geared to secure
addi tional omatchingo ocal resource mobilization
communities to use locallyavailable resources to manage and maintain such investments, thereby promoting the
longterm sustainability.

Beneficiaries: ] ) ] . . o
Poor households:Project aims over five years to benefit 6.98 million rural dwellers within the poorest half of the
provinces of the Philippines.

Secondary National Road Development
Project

Objective to increase the net incomes of
those living near the roads through time
savings and lower vehicle operating costs.

Outputs: Expanded andmproved 278km of
secondary national roads In therovinces of
Eastern and Western Visayas and Bicol.
Improved road safety measures.

Benefits:
e Approxmately 14 percentERR.

¢ New and improved roads Expansion and improvement of selected secondary roads that are expected to shorter|
t|mde spenlt traveling,reduce vehicle operating costs, lower road maintenance costnd improve access to markets
and social services.

e Environmental protection Reduced soil erosion; increased resilience to natural disasters.

Beneficiaries:

¢ Broad reach The project has an esmated 543,000 beneficiaries. The poverty incidence (according to the Filipin
poverty line) is between 10 and 66 percent in targeted municipalities.

Revenue Administration Reform Project
Objective Increased fiscal space for public
good investments and social spending, and
reduced opportunities for corruption in tax
administration.

Outputs: Increased revenue collection;
increased efficiency and effectiveness of
revenue administration.

Benefits:
o Approxmately 40 percent ERR.

e Expansion of the tax baseT h e c?r ojectds investments in improved
audits, and automation are intended to narrow the gap between potential and actual collections, improve the
predictability and impartiality with which revenue laws and regulations are enforced, and reduce opportunities fo
tax evasion and corruption.

¢ Improved investment climate While improved tax revenue administration constitutes only one element of the
enablingenvironment for business, administrative reforms and automation investments in the Bureau of Internal
Revenueds internal audit and investigation unit, a
and hence increase private investmentlbws.

Beneficiaries:

¢ Broad reach:Higher revenues would enable the government to finance key infrastructure and social services on
sustainable basis, fueling economic growth and poverty reduction nationwide.

e By 2020, expected incremental GDP growth 6025 percent(equivalent to an estimated $88.5 million ($20092}
per year will allonthe government to increase expenditures on public goods. These benefits are experienced on
national scale as benefits of public expenditures and incremental economimgth. Conservativelyassuming that
85 percentof the population benefit, this would amount to some 125 million people by 2030.

*ERRSs and beneficiary estimates are preliminary and subject to revision based on final project designs.
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Jordan

Proposedproject & objective

Potential benefits & beneficiarie’

Water Conservation in Zarga Governorate

Objective: To reduce the quantity of non
revenue water (NRW), or water lost throug
the combination of physical leaks and
administrative mismanagement.

Outputs: (i) Improved groundwater
management and enhanced operational
and energy efficiency of local groundwater
wells, (ii) reduced leaks in the transmissiorn
and distribution network, (iii) improved
household water connections, and (iv)
strengthened admihistration of the water
network including the introduction of
commercial principles and private sector
participation through performance
management contracts.

Benéefits:

e The Economic Rate of Return (ER®) the proposed rehabilitation of the Zarga war distribution network is presently|
estimated at 15 percent (ERRdor the proposed investment in groundwater wells and to financing water utility
performance management contracts are not yetefined).

e Water availability: Up to 12 million cubic meters of water saved for use by some 90,000 urban households (or abo
500,000 people), as well as businesses and industries.

¢ Cost savings:Additional water may help poor households save®percent of their annual income by avding the
need to buy expensive bottled water.

o Health benefits: Additional water allows poor households to improve their basic sanitation levels

e Improved service: Steep reductions in the 10,000 leaks and supply interruptions reported each year.

¢ Energy onservation: From more efficient pumps at supply wells, reduced pressure in the distribution network whe
retooled for gravityfed delivery.

¢ Increased cost recovery and improved management of infrastructure assets for water supply and delivery.

Beneficiaries:

¢ Poor households:Nearly a quarter of the population in Zarqga is below the national poverty line of $3.35 per day
(compared to 13 percent on average nationwide).

e Low consumes:. Studies suggest that 3 in 10 households in Zarga consume 75 liters peata per day of water,
less than the 100 liters considered the minimum for personal hygiene and food safety. A beneficiary study, curren

und;larg{?y, will inform the final design of the proposed project to target poor households for increased water
availability.

Collection, Treatment and reuse of
wastewater

Objective:To increase the quantity of
wastewater collected and treated to high
quality standards so that it may be used in
agriculture, thereby freeing up limited
freshwater supplies for use in populous
urban areas.

Outputs: (i) Expanded and reinforced
wastewater collection system in Zarga
Governorate and (ii) increased wastewater
treatment capacity at AsSSamra
Wastewater Treatment Plant under a build
operatetransfer scheme.

Benefits:
e TheERR forexpanding the wastewater collection system in Zarga is presently estimated atfié&rcent.

¢ The ERRfor expanding the wastewater treatment capacity at AAamra Wastewater Treatment Plant in Zarga is
presently estimated at 13percent

¢ Improved serviceExparsion of sewer network to connect another 18 percent of the population of Zarga, mostly in
poor neighborhoods.

e Environmental protection:Reduced oveifflow from overloaded sewers into the severely polluted Zarga River Basin.

¢ Cost and risk sharingPrivate setor participation through the buildoperatetransfer (BOT) scheme for expanding the
wastewater treatment plant leverages substantial private sector investment, allows for optimal operational efficien
and transfers implementation risk from thegovernmert to the private sector.

e Water availabilityEx c hange of treated wastewat er W2 nilionquEcrmeters
of fresh water for households, businessesand industries. Up to 100,000 households potentially will benefitdm
additional freed up water supplies and/or improved sewerage services.

Beneficiaries:

¢ Broad reach: Links in thewater network mean that the benefits of additional water could be distributed across a
region with a combined service population of more than 3 million people.

¢ Poor households: To ensure that the poor benefit, Jordan is funding a beneficiary study loakinto water use among
poor households. The study will inform the final design of the proposed projects.

* ERRsand beneficiary estimatesare preliminary and subject taevision based on final project designs.
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1. Start up and
Preliminary Analyses

Getting started:

Country names National
Program Coordinator — key
manager of the compact
process

Country establishes Core
Team — responsible for
completing the compact

Country commences initial
public consultations

Country completes analysis
of binding constraint to
growth

MCC provides feedback on
analysis of binding con-
straints to growth

MCC provides guidance on
results focused project
design principles and tools

Phases of Compact Development

2. Project
Definition

Identifying priorities:

Country consults stake-
holders on potential pro-
jects

Country develops and pro-
vides a Project Concept
Paper for each potential
project — each paper pro-
poses a set of related in-
vestments

MCC conducts a “peer
review” of the proposed
Project Concept Papers;
MCC may undertake fact-
finding mission to country

MCC provides formal re-
sponse to Project Concept
Papers — identifying suitable
candidates and indicates
further studies that may be
needed

MCC provides 609(g) fund-
ing if needed for project
development of approved
concepts

* As defined under Section 610 of the
Millennium Challenge Act of 2003

3. Project
Development
and Appraisal

4. Compact

Negotiation and
Compact Signing

Implementation Preparations

Developing the program:

Country further develops
projects that appear promis-
ing for potential investment

MCC disburses 609(g)
funding and assists with
needed preparatory studies
—feasibility studies, environ-
mental impact assess-
ments, framework resettle-
ment plans, preliminary
designs, etc.

Country consults stake-
holders on project design
and sustainability

At an appropriate time,
MCC prepares and submits
Congressional Notification
to commence negotiations*

MCC conducts formal ap-
praisal of developed pro-
jects, including second
“peer review”

Negotiating* the terms of the
Compact:

*« MCC and country conduct
compact negotiations
(technical content)

* MCC prepares and submits
Investment Memo to MCC
Investment Committee

+ MCC and country negotiate
compact documents (legal
documentation)

* MCC Board approves Com-
pact

+ MCC and country sign the
Compact -- at this point
funds are obligated, pro-
gram objectives are defined
and total dollar amount is
set

5. Pre-Entry into

Force Activities

Getting ready for
implementation:

Compact ratification, if nec-
essary

Completion of stand-up of
Millennium Challenge Ac-
count (MCA) Accountable
Entity

Completion of Implementing
Entity agreements

Completion of annual budg-
ets and implementation
plans

Completion of Terms of
Reference and work plans
for implementation and
procurement

Pre-qualification of consult-
ants and contractors for
early procurements

Country sets up its Project Management Unit (PMU) structures — Accountable Entity, Fis-

cal Agent, Procurement Agent, and Implementing Entities established and trained
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. Implementation

The clock starts:

Compact “Enters Into
Force” (EIF) and five year
clock starts

Compact provisions in full
force and effect in the coun-

try

Accountable Entity is re-
sponsible for overseeing
implementation of projects

PMU submits quarterly
progress reports

MCC authorizes disburse-
ments, U.S. Treasury trans-
mits funds

Ongoing public updates on
Compact

Monitoring and evaluation
of project impacts

MCA Consultation may
include: transparency; out-
reach; stakeholder commit-
tees; resettlement process,
etc.



Focus on Innovation in Compact Development

MCC is committed to finding innovative ways to achieve poverty reduction through economic
growthi both in the kinds of projects it will fund and in how these projects will be implemented

T drawing from its experience ttate and engaging a broad set of stakeholders, domestically and
in MCC partner countries, to identify and test new ways to assist countries in their development.
This can be seen in the following compacts being developed now:

Philippines

Kalahi-CIDSS,anexciting project to support communitlriven development, will be part of the
Philippines compactthat MCC expects to sign iFfY2010. The project, which builds on a
program piloted by the World Bank, will enable local communities to undertake-scdall
infrastructure projects that improve services and the quality of life in poor, rural areas. The
program operates on the principles of local empowerment and community ownership,
participatory governance, decentralization of planning and executiomeedsed transparency

and accountability in resource utilization.

The effort begins with mobilizing communities to identify and prioritize their most significant
needs for assistance, and includes training to strengthen their capacity to designlememinp
actual projects. These typically range from $20,60@M00 each, andrequently include
rehabilitation of rural roads, development of local water systems, and construction of school
buildings, day care centersnd health clinics. Up to 5,000 sinptojects will be undertaken in
some of the poorest regions of the Philippines.

Because this is a new assistance modality for MCC, the agency is developing new approaches to
model risk, including:

¢ Classifying the kinds of infrastructure that can @adnot be undertaken and identifying
when outsideassistance should be provididthe local communities to ensure effective
design and implementation;

¢ Conducting random technical and financial audits to flag any specifiprajdctlievel
problems and ab to identify general risks that need to be redressed in the course of
rolling out the program

e Funding a competitive grants program testand implementnew gender integration
activities

Additionally, while MCC has heavily invested improving ant-corruption effortsthrough the

Threshold Programthe Philippines compact will be the firstmpactprogramto fund efforts

project to improve governance and combat corruption in revenue collection. R@lenue
Administration Refornproject will reenghneer business processes in the Bureau of Internal
Revenue to reduce Adiscretiono in tax collec
integrity division in the Ministry of Finance to investigate and prosecute, as warranted, any
allegations of couption in tax and customs collections.
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